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85.1 


Dumping 

"Dumping" is an obviously pejorative word. However, it has a technical 
meaning in tJ.S. tariff law. In its simplest form dumping means a foreign 
supplier is selling in the U.S. at a price below that of its home market- 
Thus, dumping is a form of price discrimination. {Similar laws apply in other 
countries) . 

In order to dump, the foreign supplier must ensure that products sold 
cheaply in the U.S. cannot be re-exported back to the foreign market. 
Otherwise, the supplier's cheap U.S. price would undercut the higher price 
abroad. Licensing arrangement can be used to prevent such re-exporting. 

Two principal types of dumping can be distinguished: persistent dumping 
and predatory dumping . 1 The figure below illustrates persistent dumping. 


Foreign market tJ.S. market 



In the figure a foreign supplier is pictured who faces less than 
perfectly competitive conditions in the foreign and U.S. market. For 
convenience, we assume a constant marginal cost (MC) schedule. The firm 
maximizes profits where marginal revenue (MR) = marginal costs. In the foreign 
market, profit maximization occurs where MR f = MC, i.e., at quantity qf and 
price Pf. In the U.S. market, profit maximization occurs where MRus — MC, i.e., 
at quantity qus and price Pus- 

Note that Pus < Pf so dumping is occurring. A lower price in the U.S. results 
because the U.S. demand schedule Dus is drawn more elastic than the foreign 
demand schedule Df. 


1 Sometimes a third type of dumping, sporadic dumping, is referenced. Sporadic dumpers have temporary 
inventory "surpluses" which they seek to sell at reduced prices in foreign markets, rather than "spoil" their 
home markets. Such behavior may occur in oligopolistic markets where domestic price wars may be set off 
by temporary price cuts. 
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One reason why the U . S . demand curve might be more elastic is if 
conditions are more competitive in the U.S. market than in the foreign market. 
Thus suppliers in noncompetitive industries in their home countries might dump 
(charge lower prices) in countries with more competitive circumstances. 

Predatory dumping involves cutting the price in th$. U.S. market to put 
domestic competitors out of business. The predatory dumper is then said to 
raise the price after competitors are no longer on the scene. Note that this 
argument assumes high entry costs. Otherwise, as soon as the price was raised, 
new competitors would arise. 

U.S. tariff law does not distinguish between types of dumping. A 
complaiiiliig U.S. firm triggers an investigation of 1) whether the product is 
being sold at "less than fair value," and if so, 2) whether injury to the 
domestic industry has occurred. The former investigation is conducted by the 
Commerce Dept.; the latter by the International Trade Commission. A tariff 
designed to offset the dumping margin can be imposed if both investigations 
result in affirmative findings. Note that the foreign supplier can end dumping 
by lowering the foreign price as well as by raising the domestic price. 2 

Note 1 : Often it is difficult to find a foreign price In the home market of the alleged dumper that corresponds to the 
U.S. price. This is because the product may be produced specially for the U.S. market. For example, a U.S. TV set 
must meet U.S. technical standards (number of lines on the screen, frequencies etc.). Foreign manufacturers make 
TVs specially for the U.S. market and the TV sets they produce for their own countries are not identical to their U.S. 
models. In such cases, the govt.’s investigators estimate "fair value" based on the cost of production. The problems 
are even more complex when the imports come from communist countries where costs may be based on arbitrary 
prices set by the planning authorities for inputs to production. As communist countries and once communist 
countries continue to move to market economies, this problem is lessened. 

Note 2: The figure on the previous page illustrates a firm with a constant MC curve. What if the MC curve were 
rising? The analysis is the same but more difficult to draw. Profit maximization requires that the firms operate where 
MC=MR in both markets. MC is by definition the same for both markets since extra unit costs the same regardless of 
where it is sold. To work out such a case, draw 3 diagrams: one for the MC schedule, one for the MR schedule in the 
U.S., and one for the foreign MR schedule. Try different quantities on the MC schedule and see if you can allocate 
them between the two MR schedules so that MR is the same in both countries and the quantities in both countries 
when summed just exhaust output where MC=MR. When you find that point, you have found the profit maximizing 
output and pricing decisions. 

Note 3: U.S. law deals with foreign export subsidies (whether overt or hidden) in a manner similar to the approach 
taken to dumping. The Commerce Dept, investigates complaints about subsidies. If a subsidy is found, the 
International Trade Commission then investigates to see if there is injury to a domestic industry. Export subsidies 
were frowned upon by post-World War II GATT, the General Agreement on Tariffs and Trade, which most countries 
ratified, and whose rules continue under the later WTO. 


2 Sometimes the fair value price is based on costs rather than price. (See note 1 for example). In that case, it 
might not be possible to satisfy U.S. law by lowering the foreign price. Note that the description above of 
dumping investigation procedures is grossly oversimplified. 



